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EXPANSION OF TOTAL CREDIT in 1960
was below the record breaking level of 1959,
as economic activity increased somewhat in
the first half of the year and then declined.
Financing in credit markets in 1960 totaled
an estimated $37 billion, two-fifths less than
in 1959. With less demand for funds, in-
terest rates declined.
Meanwhile, credit markets abroad tight-
ened in the first half of 1960, and interest
rates in most major financial markets re-
mained higher than U. S. rates throughout
the rest of the year. Private liquid funds,
foreign and domestic, moved out of this
country in response to interest differentials
and to widespread uncertainties influencing
participants in international financial mar-
kets. Foreign central banks acquired large
sums of dollars as a result of these move-
ments and converted a substantial part of
their dollar acquisitions into gold through
purchase from the United States.
Thus, as the year progressed, conditions
in the domestic economy called for monetary
policies of increasing ease, whereas interna-
tional financial developments tended to call
for limitations on the amount of easing.
As credit demand slackened early in the
year, the restraint on monetary expansion in
effect at the beginning of the year was les-
sened. By late spring and early summer,
this policy had given way to one of actively
encouraging credit and monetary expansion
through open market operations and other
Federal Reserve actions that increased the
supply and reduced the cost of bank re-
serves. Responding to the easing in reserve
positions, commercial banks increased their
loan and security portfolios by $8.4 bil-
lion in 1960, more than twice as much as
the year before.
NET FUNDS RAISED








NOTE.—Based on flow-of-funds data. Data for 1960 are
preliminary.
The seasonally adjusted money supply,
after declining in the first part of the year,
rose in the last half and continued to rise
in January 1961. The rise in demand de-
posits and currency during the second hah
5
was accompanied by an unusually rapid ex-
pansion, continuing into early 1961, of time
and savings deposits at commercial banks.
Savings and loan shares also increased at
a rapid pace last year, while deposits in
mutual savings banks rose by somewhat
more than the year before.
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FEDERAL GOVERNMENT FINANCING
About half of the decline in credit expan-
sion last year represented reduction in Fed-
eral Government financing needs. The Fed-
eral Government had a cash surplus of $3.6
billion in calendar year 1960, in contrast
with deficits of more than twice that amount
in both 1958 and 1959. Nonmarketable debt
outstanding declined. Marketable debt in-
creased by only $750 million, in compari-
son with a rise of $12.7 billion during 1959.
INTEREST RATES





NOTE.—Monthly averages for 91-day Treasury bills; U. S.
Government bonds maturing or callable in 10 years or more;
and 30 corporate bonds, from Moody's Investors Service.
Latest data shown: January.
Short-term debt outstanding (i.e., debt
maturing within a year) declined over the
year, as a larger than usual reduction in
such debt during the first hah* more than
offset an increase after midyear. There was
an increase in the average maturity of the
Treasury's marketable debt, caused partly
by refunding of maturing issues with me-
dium and long-term issues, but caused in
larger part by the advance refunding of sev-
eral outstanding issues well before their ma-
turity dates. The first of these operations in
June involved an exchange by the public
of outstanding marketable securities, seven-
teen months before their maturity, for two
new longer term issues. The second, in Sep-
tember, involved the exchange of outstand-
ing issues maturing from 1967 to 1969 for
issues maturing from 1980 to 1998.
Reduced credit demands by the Federal
Government were reflected in falling yields
on U. S. Government obligations. During
the first seven months of the year, market
rates on Treasury bills and intermediate-
term issues fell much more sharply than
rates on bonds, as is usual in a period of
declining rates. After late summer, the gap
between short- and long-term rates widened
only slightly, as the average level of rates
was relatively unchanged. The increased
net outflow of domestic and foreign capital
from the United States in the second half of
the year was a factor in preventing any sig-
nificant further decline in interest rates.
OTHER MARKET DEMANDS
Other sectors of the economy—private sec-
tors and state and local governments—
raised about one-fourth less in credit and
equity markets last year than in 1959 but
slightly more than in the years 1956 to
1958. Outstanding mortgage debt rose by
a smaller amount than in 1959 as the pace
of construction activity slackened. Both
short- and intermediate-term consumer
credit and bank loans to business increased
less, particularly in the second half of the
year, as outlays for consumer durable goods
declined and businesses reduced their in-
ventories.
New corporate security issues were
smaller in the first half of 1960 than a year
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earlier, but offerings increased in the sec-
ond half when interest rates were lower. A
larger amount of issues by sales finance
companies accounted for most of the in-
crease in offerings. During the later months
of the year, the sizable volume of new cor-
porate issues was accompanied by an up-
ward drift of long-term rates in the private
sector.
MONETARY POLICY AND BANK RESERVES
As economic expansion first slackened and
then activity began to fall off, Federal Re-
serve actions contributed to a progressive
easing of bank reserve positions and in-
creased the potential for bank credit and
monetary expansion. During the first four
months of 1960, the reserve position of
banks was eased as Federal Reserve open
market sales of securities absorbed only part
of the required reserves released by the sea-
sonal decline in deposits and of the reserve
funds made available from the usual cur-
rency inflow and other sources. During this
period, member banks reduced their borrow-
ings at Federal Reserve Banks by about
$300 million.
By late May-early June, member banks
had reduced borrowings to a level slightly
below excess reserves; thus they had a small
net free reserve position. During the last
part of the year, net free reserves expanded
sharply and by December they had risen to
an average of almost $700 million; three-
fifths of the increase took place at country
banks. In January 1961 bank reserve posi-
tions continued easy.
Total member bank reserves had declined
in the early months of 1960, but thereafter
rose by more than customary seasonal
amounts to $19.3 billion in December. This
was about $350 million more than the total
held in the last month of 1959, when a
smaller share of bank deposits was in the
form of time deposits. Such deposits re-
quire a smaller reserve than demand de-
posits.
During much of the year the Federal Re-
serve was adding on balance to its security
holdings in order to increase member bank
reserves, to contribute to the easing of credit
market conditions, and to offset the impact
on member bank reserves of large foreign ac-
quisitions of gold in the second half of the
year. In late October and in November,
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NOTE.—Monthly averages of daily figures. Beginning with
December 1959, total reserves include reserves allowable In
cash. Latest data shown: January.
when the System was engaged in large opera-
tions to meet seasonal reserve needs and to
ease credit, the Federal Reserve purchased
U. S. Government short-term securities other
than Treasury bills for the first time since
1958. These purchases, which amounted to
$315 million, were made at a time when the
spread between rates on short-term Treas-
ury bills and on securities maturing in 9 to
15 months was unusually wide.
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During 1960 reserve funds were released
on balance by measures that affected vault
cash and reserve requirements. These meas-
ures, which released about $1.9 billion in
reserves, were taken in accordance with pro-
visions of 1959 legislation and were de-
scribed in the BULLETIN for December
1960. Large foreign acquisitions of gold
from the United States, mainly in the second
half of the year, were the main factor ab-
sorbing reserves in 1960. The monetary gold
stock declined $1.7 billion during the year,
practically all in the second half. Other fac-
tors—currency in circulation, Federal Re-
serve float, Treasury operations—had little
net effect on reserves over the year as a
whole.
In addition to increasing the supply of
reserve funds, which enabled banks both to
reduce borrowings and expand credit, the
Federal Reserve took actions in 1960 to re-
duce the cost of borrowed reserves. Fed-
eral Reserve discount rates—the rates
charged member banks for short-term bor-
rowing to meet temporary reserve deficien-
cies—were reduced from 4 to 3Vi per cent
in June and to 3 per cent in August and
September. While these reductions were
less marked than those in short-term market
rates, which declined along with reduced
demand for funds and generally easier credit
conditions, they assisted in keeping dis-
count rates related to market rates.
COMMERCIAL BANK CREDIT
The greater expansion of commercial bank
credit in 1960 compared with 1959 re-
flected postwar record growth of $11.2 bil-
lion in the last half of the year, as the ac-
celerated growth in time deposits relative to
demand deposits contributed to increasing
the lending and investing potential of banks.
Bank credit had declined more than usual
in the first quarter, but had begun to in-
crease substantially in the second quarter.
Commercial banks added to security hold-
ings in 1960, as demand for bank loans
slackened during the year, in contrast with
1959 when bank security holdings were sub-
stantially reduced to help finance unusually
large loan expansion.
The increased expansion during the sec-
ond half of 1960 took place for the most
part at banks in leading cities, where credit
BANK LOANS AND INVESTMENTS-NET CHANCE
Billions oi dolla
1959 '60 1959 60 1959 '60
NOTE.—Based on data for Dec. 31, 1958; June 24 and Dec.
31, 19S9; and June 29 and Dec. 28, 1960. Interbank loans
excluded. Changes for 1959 exclude increases resulting from
addition of banks in Alaska and Hawaii and from the absorp-
tion of one large mutual savings bank by a commercial bank.
These changes increased total loans and investments about
$1 billion; total loans, $600 million, and U. S. Government
securities, $300 million. Total loans and investments include
other securities not shown separately.
increased by a record amount, three times
that in 1959. At banks outside leading
cities, credit growth was substantial, about
half again as much as a year earlier, but
not as large as in the same period in 1958.
As in previous years, demands for bank
credit were particularly heavy around quar-
terly corporation tax payment dates. At
these times, businesses either borrow di-
rectly from banks or they sell short-term
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securities that often are bought by banks
or by dealers who borrow from banks. Thus,
there are temporary needs for additional
bank reserves, accompanied by pressures on
short-term interest rates during these peri-
ods. Bank credit demands were heavier in
September and December 1960, when there
were no maturing Treasury tax-anticipation
securities that could be used to meet tax
liabilities, than in many previous tax pe-
riods. During 1960, however, Federal Re-
serve operations supplied funds liberally in
these tax borrowing periods and money mar-
ket conditions remained easy.
Bank loans. The slower pace of loan ex-
pansion last year reflected for the most part
developments in the second half of the year.
After a larger than usual decline in Janu-
ary, when temporary year-end borrowing
normally is repaid, total bank loans rose by
$5.2 billion during the next five months.
This was one-fifth less than the unusually
large increase in the same period of 1959.
During the second half of 1960, loans in-
creased only $3.2 billion, less than half as
much as in the comparable period of 1959
but more than in late 1957, when economic
activity also had slackened.
Business loan demand was comparatively
strong during the first half of 1960, partic-
ularly in the first quarter, as businesses bor-
rowed to finance the rapid inventory restock-
ing that followed resumption of steel pro-
duction late in 1959. In the first six months,
outstanding business loans rose $1.7 billion,
about the same as a year earlier.
In the last half of the year, business loan
demand was much less than usual, as eco-
nomic activity slackened and inventories
were liquidated. Bank loans to business rose
only an estimated $500 million, in contrast
with $2.3 billion in the comparable period
of the previous year. As loan demand slack-
ened, the prime loan rate—the rate charged
by large city banks on short-term loans to
large businesses with the highest credit stand-
ing—was reduced to 4V2 per cent in August
1960 from the 5 per cent level reached in
September 1959.
Reflecting the pattern of inventory ac-
cumulation and liquidation, loans to manu-
facturers of metal products and metals rose
sharply early in the year and then declined
more than usual in the last half. For the
year as a whole, these loans, as reported by
a sample of city banks, rose about $400 mil-
lion, about three-fifths as much as 1959.
Loans outstanding to textile manufacturers
BUSINESS LOANS — CUMULATIVE CHANGI FIOM DECIMHR i9s«
Billions of dollars






NOTE.—Monthly changes in large loans at a sample of
more than 200 large banks in the weekly reporting member
'bank series. Changes cumulative from last Wednesday of
December 1958. Latest data shown: December.
Federal Reserve Bulletin: February 1961134 FEDERAL RESERVE BULLETIN • FEBRUARY 1961
increased less than in 1959, as demand fell
off sharply in the final months of the year.
Loan demand of trade concerns, commodity
dealers, petroleum and chemical producers,
and public utilities was also less than in
1959. On the other hand, loan demand
from service industries strengthened.
Real estate loans outstanding at com-
mercial banks rose by $700 million last
year, well below the average annual increase
of $2.3 billion during the previous two years
and about the same as in 1957. The in-
crease of $1.3 billion in consumer loans was
less than half of the 1959 rise, but above or
near increases in most other recent years.
Outstanding loans to nonbank financial
institutions, mainly sales finance companies,
changed little in 1960 after rising by an esti-
mated $1.5 billion in 1959. With market
interest rates declining last year, finance
companies made greater use of open market
paper and long-term securities in meeting
their needs for funds. Bank security loans
rose only $200 million over the year, but
there was a larger than usual rise of $1.3
billion in these loans during the second half
reflecting for the most part advances to deal-
ers in December, when their inventories of
securities rose substantially.
Security holdings. Through the early
months of 1960, banks continued to liqui-
date securities, mainly U. S. Government
obligations, but they increased their hold-
ings at a rapid pace in the last half of the
year. After midyear, banks added about $7
billion to their U. S. Government security
portfolio and $900 million to other secu-
rities, mainly State and local government
obligations. These additions in total were
substantially more than for any other July-
December during the postwar period.
Most of the U. S. Government securities
purchased were short-term, in contrast to the
second half of 1954 and the first half of
1958, when unusually large additions to
bank security portfolios took the form more
of medium and longer term issues. Heavy
purchases of short-term Government secu-
rities by banks in the second half of the year
contributed to keeping short-term rates rela-
tively low. These purchases counterbal-
anced the effects of other forces that exerted
upward pressure on rates. Such forces in-
cluded capital outflows and associated gold
purchases by foreign central banks, and the
increase after midyear in Government short-
term debt outstanding.
Banks used proceeds from security sales
in the early months of the year not only to
help finance the loan expansion that fol-
lowed usual January repayments but also
to reduce their own indebtedness at Federal
Reserve Banks. They continued to reduce
these borrowings as the year progressed.
The fact that market yields on Treasury bills
were below the discount rate for much of the
year provided an incentive for banks to
reduce such borrowings either by selling
securities or by adding less than they other-
wise would to their portfolio.
Bank liquidity. Movements of loan-de-
posit ratios are one indication of changes in
bank liquidity. Such ratios rose in the first
half of the year, indicating a reduction in
bank liquidity, but declined in the second
half. Changes in the composition of assets
and liabilities also affect liquidity. Banks
reduced their indebtedness at Reserve Banks
throughout 1960, added to holdings of short-
term securities, and showed a decline in se-
curities maturing after five years. In addi-
tion, deposit growth over the year took the
form of time deposits rather than demand
deposits. All these changes added to the
liquidity of banks.
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MONEY SUPPLY AND TURNOVER
The downward trend in money supply (cur-
rency and demand deposits other than those
held by the U. S. Government and domestic
commercial banks) that began in mid-1959
extended into the first half of 1960 and was
then reversed. Over the second half of the
year, seasonally adjusted money supply rose






























1957 1»59 1961 »9J7 1959 1961
NOTE.—Seasonally adjusted data for holdings by the public,
excluding the banking system and U. S. Government agencies
and trust funds. Money supply: semimonthly averages of
daily figures for demand deposits adjusted and currency out-
side banks. Time deposits: time and savings deposits at
commercial and mutual savings banks and deposits in the
Postal Savings System, as of last Wednesday of month except
for June 30 and December 31, when call data were used if
available. Other liquid assets: end-of-month data. Latest data
shown: money supply and time deposits, January; all others,
December.
moderately, at an average annual rate of
about 1.5 per cent. By the second half of
December, the money supply had risen to
$140.5 billion. Nevertheless, it was about
$1 billion, or almost 1 per cent, below the
end-of-1959 level. In January 1961, the
money supply continued to rise.
Most of the expansion in commercial
bank credit last year was reflected in time
and savings deposits, which increased by
about $5.5 billion. About $4 billion of this
expansion occurred after midyear; this was
the largest July-December increase in the
postwar period and includes increases in
holdings not only of individuals but also of
businesses and State and local governments.
Also, time deposits held by foreign banks,
after declining in the first half, expanded in
the second. Growth in time deposits was
influenced in part by the decline in yields on
Treasury bills. These yields fell from a high
of 4.6 per cent in early January to an aver-
age of about 2.3 per cent in the last half of
the year.
The rate of use of money—as measured
by the annual rate of turnover of demand
deposits at banks outside financial centers—
was at its highest level of the postwar period.
Considering 1960 as a whole, the turnover
rate averaged 25.7, 5 per cent above the
average of 24.5 in 1959. Most of the rise
took place in the early part of 1960. To-
ward the latter part of the year deposit ac-
tivity tended to recede as the volume of de-
posits increased and business activity con-
tinued to decline.
OTHER LIQUID ASSETS
The nonbank public holds liquidity in many
forms in addition to currency and demand
and time deposits at commercial banks.
Among other liquid assets are deposits at
mutual savings banks, savings and loan
shares, U. S. savings bonds, short-term U. S.
Government securities, and prime short-
term market paper.
Deposits in mutual savings banks rose
$1.4 billion last year, mainly in the second
half. This increase was about one-tenth
more than in 1959, although less than in
other recent years. Inflows of funds to sav-
ings and loan associations have risen rapidly
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during the entire postwar period, and last
year savings shares increased by $7.5 billion,
nearly $1 billion more than the previous
year. Yields on these types of assets gen-
erally did not decline during the year. Net
redemptions of U. S. savings bonds in 1960
were less than one-third as much as the
year before.
Nonbank public holdings of marketable
Government securities maturing within a
year declined by an estimated $5.5 billion,
after rising by $10.8 billion the year be-
fore. Reduced public holdings in 1960
were associated with net purchases by banks
during the year and with reductions in total
short-term debt outstanding. The increase
in nonbank public holdings of short-term
U. S. Government securities in 1959, and
also in the early part of 1960, had accom-
panied heavy net sales of such securities by
banks. Also, the total volume of securities
outstanding had increased in 1959.
The nonbank public's holdings of liquid
assets in the aggregate increased much less
in 1960 than in 1959. Businesses last year
drew down liquid asset holdings, in contrast
with a rise the year before, and consumers'
holdings rose by less. Consumers' gross
saving appears to have been about the same
in 1960 as in the year before, but more of
their saving flowed directly into purchases of
capital goods—houses and durable goods—
and into debt repayment than in 1959.
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